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2019 Chinese Offshore USD Bond Investor Survey Report
Part A: Survey Population Characteristics

The 2019 Chinese offshore USD bond investor survey is based on the data and feedback collected
from 24 one-on-one meetings with Chinese offshore USD bond investors in Hong Kong. The survey
took place between the second and third week of January 2019. We have summarized the survey
results in this report.

Most of the survey respondents are pure asset management firms or asset management arms of
banks, accounting for 29% and 25% of the total respondents respectively. The remaining respondents
include banks (13%), insurance companies (8%) and others (25%) (see Exhibit 1 below). 54% of the
respondents have less than USD10 billion asset under management (AUM) while 25% of them have
AUM over USD50 billion.

EXHIBIT 1: Business Type Breakdown
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Most of the respondents focused on corporate bonds (70%) of which 37% focused on investment-
grade bonds and 33% focused on non-investment grade bonds. 72% of the respondents primarily
focused on USD-denominated offshore Chinese bonds. 46% of the respondents' portfolios had a
duration of shorter than 3 years and 36% had a duration of between 3 to 7 years. The charts below
(Exhibit 2-4) illustrate the respondents’ investment focus by bond type, currency and portfolio duration.

EXHIBIT 2: Investment Focus in Terms of Bond Type
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EXHIBIT 3: Investment Focus in Terms of Currency
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EXHIBIT 4: Investment Focus in Terms of Portfolio Duration
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Part B: Views on The Chinese Macroeconomic 2019 Outlook

79% of the respondents were somewhat pessimistic about China's economy for 2019. They believed
its GDP growth rate would slow to between 6.0% and 6.5%. Only 4% of the respondents thought
China’s GDP growth rate would be higher than 6.5%. 71% of the respondents believed that the USD-
CNY exchange rate would fluctuate between 6.7 and 7.0 in 2019 (see Exhibit 5 below).

EXHIBIT 5: Expectations on USD-CNY Exchange Rate in 2019
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In terms of home prices in different regions in China, most of the respondents believed that the
general trend of home prices would be stable, among which the home prices in first-tier cities would
be stable, and the prices in second- and third-tier cities might fall.
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Part C: Views on Chinese Offshore USD Bond Market

The respondents were asked to provide their views on the following market events’ impacts on the
credit conditions of Chinese issuers on the selected sectors: (1) the US-China trade dispute, (2) the
ongoing deleveraging efforts, (3) restrictions on property developers’ usage of offshore funding
proceeds to refinance matured debt only and (4) tightened regulations on LGFVs’ bond issuance.
(The selected sectors are: LGFVs, property developers, general corporates, banks and non-bank
financial institutions (NBFIs))

Most of the respondents believed that the US-China trade dispute and the ongoing deleveraging
efforts caused accelerated onshore defaults which had negative impacts on the credit conditions of
all the selected sectors. However, they maintained a neutral view on the restricted use of proceeds
for the property sector but reckoned the tightened regulation on LGFVs’ offshore bond issuance was
credit negative for the LGFV sector.

The respondents were asked about their expectations of spread movements in the selected sectors.
The majority thought the spread would widen for the LGFV sector. For the remaining sectors,
opinions were almost evenly distributed among widening, stable and narrowing (see Exhibit 6
below).

EXHIBIT 6: Expectations on Spread Movements in 2019
100%
or Bl -
80%
70% .
60%
50%
40% I

30%
20%
10%
0%
LGFVs Property General Banks NBFls
Developers Corporates

= \Widen m Stable = Narrow

Source: Lianhe Global

Lianhe Ratings Global Limited
Page 4 of 9



Most of the respondents expected that the new issuance volume of USD-denominated offshore
Chinese bonds in general corporate and NBFI sectors in 2019 would be similar to that in 2018. They
also believed that the issuance volume in the LGFV and bank sectors would not fall while the issuance
volume in the property sector might decline in 2019 (see Exhibit 7 below).

EXHIBIT 7: Expectations on Chinese Offshore USD Bond Issuance Volume in 2019
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Part D: Investment Strategy in Chinese Offshore USD Bond Market

52% of the respondents planned to maintain their investment portfolios’ current durations. The
remaining opinions were evenly distributed between “increasing and decreasing their durations”.
Chinese offshore USD bonds within the BB credit rating category were most popular among the
respondents while 27% said they would only invest in investment-grade bonds in 2019 (see Exhibit

8 below).

EXHIBIT 8: Investment Preference in Terms of Ratings in 2019
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Most of the respondents said they would not invest in certain areas of China where the bond issuers
are located in: 44% of them would not consider the Northeast region, and 15% would not consider
the Western region in China. Only 33% said they have no investment restriction in terms of
geographic constraints.
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The majority of the respondents indicated that they intended to increase or at least maintain their
exposures to both investment-grade and non-investment grade bonds in 2019. For investment-
grade bonds, only a handful of the respondents planned to reduce exposures to the selected
sectors. However, for non-investment grade bonds, the respondents intended to maintain or reduce
their exposures in the LGFV, general corporate, bank and NBFI sectors, but increase or maintain
their exposures in the property sector. The charts below (Exhibit 9-11) illustrate the respondents’
investment preferences in 2019.

EXHIBIT 9: Investment Strateqgy in Chinese Offshore USD Bond Market in 2019
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EXHIBIT 10: Investments in IG Chinese Offshore USD Bond Market in 2019
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EXHIBIT 11: Investments in NIG Chinese Offshore USD Bond Market in 2019
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Disclaimer

Credit rating and research reports published by Lianhe Ratings Global Limited (“Lianhe Global” or “the Company” or
“us”) are subject to certain terms and conditions. Please read these terms and conditions at the Company’s website:
www.lhratingsglobal.com

A credit rating is an opinion which addresses the creditworthiness of an entity or security. Credit ratings are not a
recommendation to buy, sell, or hold any security. Credit ratings do not address market price, marketability, and/or
suitability of any security nor its tax implications or consequences. Credit ratings may be subject to upgrades or
downgrades or withdrawal at any time for any reason at the sole discretion of Lianhe Global.

All credit ratings are the products of a collective effort by accredited analysts through rigorous rating processes. No
individual is solely responsible for a credit rating. All credit ratings are derived by a credit committee vesting process.
The individuals identified in the reports are solely for contact purpose only.

Lianhe Global conducts its credit rating services based on third-party information which we reasonably believe to be
true. Lianhe Global relies on information including, but not limited to, audited financial statements, interviews,
management discussion and analysis, relevant third-party reports, and publicly available data sources to conduct our
analysis. Lianhe Global has not conducted any audit, investigation, verification or due diligence. Lianhe Global does not
guarantee the accuracy, correctness, timeliness, and/or completeness of the information. Credit ratings may contain
forward-looking opinions of Lianhe Global which may include forecasts about future events which by definition are
subject to change and cannot be considered as facts.

Under no circumstances shall Lianhe Global, its directors, shareholders, employees, officers and/or representatives or
any member of the group of which Lianhe Global forms part be held liable to any party for any damage, loss, liability,
cost, expense or fees in connection with any use of the information published by the Company.

Lianhe Global receives compensation from issuers, underwriters, obligors, or investors for conducting credit rating
services. None of the aforementioned entities nor its related parties participate in the credit rating process aside from
providing information requested by Lianhe Global.

Credit ratings included in any rating report are solicited and disclosed to the rated entity (and its agents) prior to
publishing. Credit rating and research reports published by Lianhe Global are not intended for distribution to, or use by,
any person in any jurisdiction where such use would infringe local laws and regulations. Any user relying on information
available through credit rating and research reports is responsible for consulting the relevant agencies or professionals
accordingly to comply with the applicable local laws and regulations.

All published credit rating and research reports are the intellectual property of Lianhe Global. Any reproduction,
redistribution, or modification, in whole or part, in any form by any means is prohibited unless such user has obtained
prior written consent from us.

Lianhe Global is a subsidiary of Lianhe Credit Information Service Co., Ltd. The credit committee of Lianhe Global has
the ultimate power of interpretation of any methodology or process used in the Company’s independent credit ratings
and research.
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